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Log TC = f (log Qi, log Pi) + ei                                          
:KHUH7&LVWRWDOFRVWH[SHQVHQi PHDVXUHVRXWSXWRIFUHGLWDQG3LUHSUHVHQWVWKHSULFHRILQSXWZKLFKFRQVLVWV
RI3 SULFHRIIXQG3 SULFHRIODERUDQG3LVSULFHRIDVVHWVError term (ei) FRQVLVWVRIWZRFRPSRQHQWV
ei =  vi + ui                                                                     
7KHEDVLFLGHDRIWKH6WRFKDVWLF)URQWLHU0RGHOLVLPSUHVVLRQWKDWGHYLDWLRQRQFRPELQDWLRQEHWZHHQLQSXWDQG
RXWSXWIURPWKHIURQWLHULQGLFDWHGE\ error term (ei), LWGRHVQRWPHDQFDWFKLQJWKHLQHIILFLHQF\HIIHFWXWWHUO\EXWLW
FDQEHDOVRFDXVHGE\statistical noise ($LJQHU/RYHOODQG6FPLGW0HHXVHQDQG9DQ%URHFN+HQFHHL
LV GHFRPSRVHG LQWR XL DQG YL RU ei = ui + vi). YL UHIHUV WR WKH VFKRODVWLF HIIHFW RXWVLGH WKHPDQDJHPHQW FRQWURO
GLVWULEXWHG V\PPHWULFDOO\ KDV VWUHWFKHV RI YDOXH ZKLFK LV VFDWWHUHG RQ WZR VLGHV (-  < vi <   ) DQG QRUPDO




ߪଶZKLFK LV FRQVLVWHQW DQG DV\PSWRWLF ($LJQHU/RYHOO DQG6FPLGWZKHUHȜ ߪ௨Ȁߪ௩ DQGߪଶ ൌ ߪ௨ଶ ൅ ߪ௩ଶ
7KLUGO\WRH[DPLQHZKHWKHUthe error termLQWKHPRGHOLVFDXVHGE\LQHIILFLHQF\RUVROHO\EHFDXVHRIstatistical noise 
WKHEDQNVFRQIURQWZLWKSHUIHFWHIILFLHQF\E\XVLQJnull hypothesisߛ ൌ Ͳ ZKLFKLVLQFRQIRUPLW\ZLWK%HWWHVHDQG
&RUD7KHK\SRWKHVLVVXJJHVWVWKDWerror termIRUPLQJLQWKHPRGHOLVQRWFRQFHUQHGZLWKLQHIILFLHQF\EXWLW
LVXWWHUO\EHFDXVHRIWKHHUURUUDQGRP$OWHUQDWLYHK\SRWKHVLVLVߛ ് ͲRUerror term EHVLGHVFDWFKLQJWKHVWRFKDVWLF
HIIHFW LW FDQ EH DOVR FDXVHG E\ LQHIILFLHQF\ LQ WKHPRGHO 7KH VLJQLILFDQFH WHVW RQ SDUDPHWHU HVWLPDWRUߛ XVLQJ
Likelihood Ratio (LR) WHVWZLWKWKHFULWHULDRIQXOOK\SRWKHVLVUHMHFWLI/5WHVW!;ĮZLWKĮ 7KHHTXDWLRQ
IRUPXODWLRQRI/5WHVWLV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:KHUHߪ஺ ൌ ඥߛሺͳ െ ߛሻߪௌଶǢߪௌଶLVDQHUURUYDULDQFHZKLFKLVDFTXLUHGIURP2/6PRGHOei = ln (yi) – xiȕ; DQG׎
LVDQRUPDOVWDQGDUGRIGHQVLW\IXQFWLRQIURPUDQGRPYDULDEOHV
&RVW(IILFLHQF\&(RI,VODPLFEDQNLQJFRQVLVWVRI7HFKQLFDO(IILFLHQF\7(DQG$OORFDWLYH(IILFLHQF\$(,Q
RUGHU WR NQRZ DERXW GRPLQDWLRQ RQ WKH VRXUFH RI LQHIILFLHQF\ WKDW PXVW EH SULRULW\ RI WKH DPHOLRUDWLRQ &( LV
GHFRPSRVHGLQWR7(DQG$(7KHHYDOXDWLRQHVWLPDWLRQRI7(ZDVXVLQJSURGXFWLRQIURQWLHUDVGRQHE\3LQKHLUR
DQG8UHWD7KHSURGXFWLRQIURQWLHUHTXDWLRQLV
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$IWHU&(ZDVHVWLPDWHGVRWKDW$(ZLOOEHHVWLPDWHGHYDOXDWHGEDVHGRQ&(UDWLRWRZDUG7(8UHWDDQG3LHQKHLUR





&E =ߜ଴ +ߜଵ log Asset +ߜଶ log Asset^2 +ߜଷ equity/asset +   
      ߜସ  NPl +ߜହLDR +ߜ଺   LDR^2 +ߜ଻ Ssi +ߜ଼ Ssa                                          
2Q HTXDWLRQ  &( LV DQ FRVW HIILFLHQF\ RI ,VODPLF EDQNLQJ DV GHSHQGHQW YDULDEOH ZKHUHDV DVVHWV HTXLW\
HTXLW\DVVHWVDVVHWVTXDOLW\13/OLTXLGLW\/'5FRPSHWLWLRQ6VLDQG6VDDUHDVLQGHSHQGHQWYDULDEOHV7KH
OHYHORILQGXVWU\FRPSHWLWLRQLVREVHUYHGIURP,VODPLFEDQNLQJVFRSH6VLDQGQDWLRQDOEDQNLQJLQGXVWU\VFRSH6VD
4XDGUDWLF IXQFWLRQRQ WKHYDULDEOHRI DVVHWV LV WREHDEOH WRFDWFK WKH WHUPRIeconomies of scaleZKHUHDVRQ
OLTXLGLW\LVWRJHWDQH[SODQDWLRQWKDWOLTXLGLW\GRHVQRWKDYHDOZD\VIL[HGHIIHFWWRZDUGHIILFLHQF\EXWWKHUHLVDQ
RSWLPDOSRVLWLRQRI OLTXLGLW\ LQ HQKDQFLQJ WKH HIILFLHQF\7KH UHJUHVVLRQ DERYHZLOO EH VXEMHFWHGRQ WKH VFRSHRI




CE =ߜ଴ +ߜଵ log Asset + ߜଶ log Asset^2 +ߜଷequity/asset + 
  ߜସ NPl +ߜହ LDR + ߜ଺   LDR^2 + ߜ଻ Ssi + ߜ଼ Ssa +  ߜଽ Dummy         

(TXDWLRQZDVHVWLPDWHGXVLQJIL[HGHIIHFWPRGHO0(7ZLWKPRGHOVHOHFWLRQEHWZHHQPooled Least Squares 
(PLS), Generalized Least Squares (GLS), and Seemingly Unrelated Regression (SUR) EDVHG RQ WKH QXPEHU RI
VLJQLILFDQWSDUDPHWHUHVWLPDWRULQWKHPRGHO(TXDWLRQLVWUHDWHGLQVDPHZD\VWRHTXDWLRQEXWXVLQJcommon 








&RQVLVW RI$( DQG7(&( LVPHDVXUHG IURP LQ HIILFLHQF\ RI HFRQRP\
,QHIILFLHQF\RIHFRQRP\LVJDLQHGIURPWKHGHFRPSRVLWLRQFRPSRQHQWVRIerror 
termRQWKHVWRFKDVWLFFRVWIXQFWLRQIURQWLHUE\XVLQJDQRSWLPDORXWSXWZKLFK







7KHDELOLW\ WR DOORFDWH WKHSURGXFWLYH DVVHWV LQWRTXDOLI\LQJFUHGLWPHDVXUHG
IURPWKHORZQHVVRIQRQDVVHWVFUHGLWUDWLRWRZDUGWRWDOFUHGLW
/LTXLGLW\ /'5 7KHDELOLW\RIEDQNRQPDNLQJULVN\GHFLVLRQWREHQHILWWKHLQSXWRI73)WRZDUGRXWSXW








3.1.  Cost efficiency of Islamic Banking  
7DEOH LQIRUPVDERXW WKH VFRUHDWWDLQPHQWRIH[SHQVHHIILFLHQF\RQ ,VODPLFEDQNLQJDQG LQGXVWU\ZKLFKZDV
JHQHUDWHGIURPVWRFKDVWLFH[SHQVHIURQWLHUPRGHORIQDWLRQDOEDQNLQJLQGXVWU\ 7ZR EDQNV RI ,VODPLF %60, DQG
%0,REWDLQHGWKHORZHVWDYHUDJHRIHIILFLHQF\VFRUHQDPHO\2QWKHFRQWUDU\DOWKRXJKWKHHTXLW\RI%0,
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JHQHUDWHG IURPHVWLPDWLRQ UHVXOWRI WKH VWRFKDVWLFSURGXFWLRQ IXQFWLRQ IURQWLHU7KH$OORFDWLYH(IILFLHQF\ $( LV
















































































HIILFLHQF\ DQG VWUHQJWKHQRelative – Efficiency (R-E) K\SRWKHVLV E\6WLJOHU DQG'HPVHW] %DQN HQWDLOV DQ












FUHGLW HQKDQFHPHQW 0RUHRYHU WKH HTXLW\ IXQFWLRQ LV DOVR QHHGHG WR HQKDQFH SK\VLFDO LQYHVWPHQW IXOILOOLQJ RI
FXVWRPHUVHUYLFHZLWKH[SHFWDWLRQRIEDQN¶VDELOLW\LQHQKDQFLQJ$(1HYHUWKHOHVVREVHUYLQJWKHGLIIHUHQFHRQVPDOO




















































Adjusted R-squared  
,QIRUPDWLRQD(VWLPDWLRQXVLQJPooled Least Squares (PLS) PRGHO
                   E(VWLPDWLRQXVLQJSeemingly Unrelated Regression(SUR)PRGHO
DQGVKRZVVLJQLILFDQFHGHJUHHDOWHUQDWHO\GDQ
VWDWLVWLFDOWYDOXH














PDQQHUDV ILUPVL]H/'5GRHVQRWJLYHIL[HGHIIHFW LQ&(DWWDLQPHQW/LQHDUDQGTXDGUDWLF IXQFWLRQV IURP/'5
UHVSHFWLYHO\DUHSRVLWLYHDQGQHJDWLYHZKLFKERWKDUHVLJQLILFDQW WR WKHUHDOGHJUHHĮ GDQ3DUDPHWHU
HVWLPDWRUVVLJQJRWKURXJKSURYHWKDW/'5KDVSRVLWLYHLQIOXHQFHRQO\RQSDUWLFXODUIURQWLHU$IWHUDWWDLQLQJPD[LPXP









RIYDULDEOH66, FRQFHQWUDWLRQ UDWHRIQDWLRQDO EDQNLQJ LQGXVWU\ DQG66$ FRQFHQWUDWLRQ UDWHRI ,VODPLFEDQNLQJ
LQGXVWU\ ,W LVH[SHFWHG WKDW WKHKLJKHUFRPSHWLWLRQRU WKH ORZHUFRQFHQWUDWLRQUDWHQDWLRQDOEDQNLQJ LQGXVWU\RU
,VODPLFEDQNLQJLQGXVWU\ZLOOEHUHVSRQGHGSRVLWLYHO\E\,VODPLFEDQNLQJZKLFKLVUHPDUNHGZLWK&(HQKDQFHPHQW
7KH&(LQFUHDVHWHQGVWREHFDXVHGE\WKHHPHQGDWLRQRIDOORFDWLYHHIILFLHQF\VRXUFH
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VWXG\ KDV LPSOLFDWLRQ RQ WKH SROLF\ WR ,VODPLF EDQNLQJ GHYHORSPHQWDO ZLWK WKH REMHFW IURP WKH DVSHFW RI FRVW
HIILFLHQF\DWWDLQPHQWDUH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,WLVQHFHVVDU\WRHQKDQFHWKHILUPVL]HEHFDXVH,VODPLFEDQNLQJLVVWLOOFRQIURQWLQJZLWK
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